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Efficiently against the tide 
Structural decline, matured markets but proliferate sales 
We initiate our coverage with a BUY recommendation. We value 
share price fairly at €6.76. Total upside potential is at 88%. Our 
EBITDA estimate for FY18 is up 12% from FY17. The company 
will continue to enjoy from the high pulp and paper prices as the 
market consolidates in Europe. Our projected growth rate is at 
1.38% accounting for the structural decline of the printing paper. 
▪ Solidified 1st place. As the UWF paper demand shrinks at a 
CAGR of 0.9%, the company's revenue grown 5% since 2016, primarily 
due to price rises, reaping 3% market share from closures or converting 
capacity. It appears the company is well positioned to continue its 
growing domain and lead the segment consolidation by so far owning 
19% of it.  
▪ Suitable diversification. After just two years following its 
move to tissue, they have already double capacity, becoming the third 
largest producer in the Iberian Peninsula, and have registered CAGR of 
10%, considering estimates for 2018. With book-building by new 
clients in UK, France and Spain, it looks like the company got it right 
this time. 
▪ Operational proficiency. With the largest production capacity, 
the highest operational rates, left side positioning on the cost curve and 
relatively new assets compared to the industry in Europe, Navigator is 
set to continue its operational dominance in the printing sector. 
Company description 
The Navigator Company is a Portuguese integrated paper company that 
operates one of the worlds largest paper mills. They operate in Portugal, 
and their main selling geographies are the United States and the 
domestic market. In 2015 the expanded into the tissue business and have 
since then become the third largest tissue producers in the Iberian 
Peninsula.  
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(Values in € millions) 2017 2018E 2019F 
Revenues 1636.8 1703.9 1737.2 
EBITDA 399.8 448.3 470.4 
EBITDA margin 26% 27% 27% 
NET PROFIT 203.5 250.7 269.3 
EPS 0.28 0.35 0.38 
P/E 14.99 19.1 18.0 
NET DEBT/EBITDA 1.81 1.40 1.20 
 
Source: Bloomberg; Nova Equity Research 
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Company overview 
In 1957, under the name of Companhia Portuguesa de Celulose, a team 
of technicians in Cacia began producing eucalyptus pulp through the 
kraft process. In 1976, through the integration of several companies 
producing pulp, paper and packaging, Portucel Soporcel Group was 
born and would later be acquired by Semapa. In 2016, Portucel Group 
changed its corporate brand to “The Navigator Company” (NVG). 
Navigator has its activity divided into four different business units: 
Bleached Eucalyptus Kraft Pulp (BEKP), Uncoated Wood Free printing 
and writing paper (UWF), Tissue paper and Others, which includes 
forestry and energy. The paper segment continues to be the primary 
source of revenue with a share of 74%, energy has 10%, pulp 9% and 
tissue is currently at 5%. The Group operates in four industrial units: 
Cacia, Figueira da Foz, Setúbal and Vila Velha de Ródão. In the 
forestry sector, Navigator has 112 thousand hectares of woodlands 
under its management and making it Europe largest certified nursey 
facility, able to produce 12 million plants a year.  
Navigator is Portugal´s third largest exporter (2.4% of all exports of 
goods), accounting for around 1% GDP. The company specialises in 
producing high-quality office and printing paper and owns 50% of this 
market niche in Europe, to lead in such market, the company has the 
largest UWF paper mills that combine for a total capacity of 1.5 million 
tons.  
To diminish its exposure to UWF printing paper, in 2015 Navigator 
decided to expand into the tissue business by acquiring AMS – BR Star 
SA. Proof the endeavour has been successful is the double-down in the 
capacity that occurred in 2017, placing them as the third largest 
producers of tissue in the Iberian Peninsula. This followed the 
geographic diversification project already underway since 2009 in 
Mozambique. 
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In 2016, they extended its operations into the pellets business which at 
first sight seemed appealing. However, after one year of production the 
company realised there were not so many synergies with its core 
operations as they initially thought, resulting in the closure of this 
segment, rendering $19 million in EBITDA.  
Navigator's characteristics resemble those of The International Paper 
Company, Mondi Group, Stora Enso Oyj, UPM-Kymmene Oyj and 
Altri SGPS SA, concerning key performance drivers, geographical 
dispersion and profitability margins. These will be our main 
comparative points regarding valuation. 
Mozambique 
As part of its diversification strategy, the company decided to begin 
operating in the African country. Although it is still in its early stages of 
forestry, the plan is to eventually reach a point where it can produce 
pulp and export to Asia. However, the investment is facing some 
unexpected challenges as they still lack investment partners, without 
whom they would not move on for a 2nd phase all by themselves, and 
the Mozambican government has yet to comply with the projected 
infrastructure conditions it set out to do at the beginning of the 
agreement. At its stands, it seems the company will continue to plant 
forestry until they reach the targeted area of 40 thousand hectares and 
only at that point will they decide what to do. For now, we look at the 
investment with some reservation given the company recent divestment 
in the American pellets business. 
Share Performance 
In 2018, the share opened the year at 4.25€ and continued its forward 
momentum right until the first half of 2018 when it reached a 
historically high price of 6.01€. Soon afterwards, Navigator's share 
price suffered by the antidumping rate imposed by the U.S Department 
of Commerce, with this tax duty increasing from 7.8% to 37.34%. 
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Following this, in the BPI Pension Fund reduced its weight in NVG's 
shareholder's structure, eliminating its qualified participation in the 
Group. The stock closed the year at 3.60€ which corresponds to a year 
loss in value of around 15%.   
Globally, the second half of the year was also the most troublesome. 
Beginning by the emerging market crisis, the Turkish lira devalued 
massively, and Argentina requested aid to the IMF. President Trump's 
move from words to action by imposing tariffs on commodities and 
manufactured goods, especially coming from China escalated tensions 
and caused reciprocate action. Brexit uncertainty led to emerging-
market like volatility to the British Pound. And to close the year, after a 
global cooldown on the growth outlook, the Fed decided to raise 
interest rates and announce new rises for 2019 which caused an equity 
sell-off on a worldwide scale contributing to the negative trend in year-
end. We can assume this was in the base of the continued deterioration 
of Navigator's stocks given the absence of negative news on the 
company’s behalf – there were even announcements of paper price 
increases in October and tissue in November.  
Shareholder Structure  
Formally registered as The Navigator Company, S.A., it is listed on 
Euronext Lisbon Stock Exchange since 1995. Navigator's share capital 
amounts to EUR 500 000 000 and is represented solely by 715 000 000 
ordinary shares, with a nominal value of 1 euro each, the same rights 
and duties being attached to all shares. 
The Semapa Group stands as the majority shareholder, owning 69.4% 
of Navigator's share capital, Zoom Lux S.A.L.R. around 2% and BPI 
Pension Funds 1.989% of the company's total share capital. Besides 
these principal shareholders, approximately 28% is free-float. 
In August 2018, Mr Pedro Queiroz Pereira chairman of the board of 
directors of Semapa and NVG passed away. Mr Pereira, internationally 
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oriented, transmitted to his inner circle that “he did not like palaces in 
the south of France and would prefer to invest and inaugurate factories 
instead”. However, by not being very outspoken, it is hard to quantify 
or state that the company will continue to follow his ideology, 
something that should reveal itself in the upcoming months as the 
company will face new investment opportunities and challenges. 
Dividend Policy 
In recent years, the dividends payout ratio ranged from 80% to 121%, 
that translates into a 0,24€ to 0.35€ dividend per share. This is mainly 
due to its primary shareholder reliance on Navigator's dividends to 
service its debt which remains high. Given Semapa's high Net Debt to 
EBITDA ratio of 3.3x, they will continue to rely on Navigator's 
dividends to pay their debt service as such levels for this ratio prevents 
them from supporting it alone. Navigator usually recurs to debt for 
extraordinarily high dividend payments as it was the case in 2017 when 
it had 121% payout ratio. Such payout yields force the company 
towards an unsustainable leveraging process, thus our long-term target 
of 85%.  
When compared to its peers, NVG outperforms them by being the one 
with the highest dividend yield, showing rewarding payback to 
investors.  
 
 
 
 
 
 
 
 
  
“THE NAVIGATOR COMPANY” COMPANY REPORT 
 
 
 
  PAGE 7/30 
 
 
 
Sustainability and Responsibility 
With the Chinese industry in a modernisation phase driven by a Zero 
waste policy that is closing the door to market pulp suppliers without clean 
environmental or sustainability credentials is making this subject play a 
vital role in the company's future. Considering Navigator did not follow 
the WWF’s – World Wide Fund for Nature, invite to disclose their 
ecological footprint in the CEPI 2017 – Confederation of European Paper 
Industries, contrarily to Stora Enso, UPM, Svenska Cellulosa (SCA) and 
Metsa. We would like to the see the company reinforce their “green” 
company status in the future by taking part in census like this. 
Macroeconomic Outlook 
As a cyclical industry, it is essential to know how countries are expected 
to develop in the foreseeable future so that we can better depict how 
demand is going to play out. From Exhibit 12, we can see that growth 
rates for the leading economies impacting Navigator's revenue as well as 
the global outlook. Apart from developing economies and China's 
relatively high growth, the scenario appears to be positive but not very 
enthusiastic as growth rates are below their 20-year average. 
A generally accepted indicator for future economic performance is the US 
yield curve, mostly used with the difference between 1-months and 10-
year Treasury yields. The gap between the two reached the lowest level 
since 2007, and the yield curve has now become flat, with the difference 
between the 1-month and 30-year at just 52 basis points, reflecting 
investor's expectations of low inflation and more moderate economic 
growth in the future. This is sounding off some alarms by being so close to 
an inverting point. We bring the investor's attention that a downward yield 
curve preceded every recession in the US after WWII. We could see an 
economic slowdown of the American economy having a significant impact 
on the Pulp & Paper industry since it would entail a contraction of the 
country's import. Export-dependent countries like China, US biggest trade 
partner with annual imports of $400 billion, would see a demand 
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deterioration for its products. It can be read in the BEKP pulp segment of 
the next talking point how much the demand/supply equilibrium of the 
Chinese paper industry can impact the European pulp and paper industry 
(PPI). 
Industry Overview 
UWF Paper 
The digital revolution has been disrupting the paper industry for the past 
20 years. The ever-increasing use and reliability on technology for daily 
tasks has led printing paper production on developed countries to a 
declining trend with global growth being supported mainly by China. But 
even with this, the sector growth is becoming flat, and the tendency is to 
soon be in decline as some products like encyclopedias grow obsolete, and 
others enter in a slump like catalogues.  
Looking more carefully at the European scenario, consumption CAGR 
from 2012 to 2017 was -0.9% while capacity closed at a faster pace of -
1.7% The decline in supply happened through capacity closures or 
conversions into packaging or speciality papers allowing the five most 
prominent players to reap 11 percentage points of market share from 
smaller companies in 2 years according to Exhibit 17. Despite this growth 
in market share there is yet to occur a separation on leaders’ behalf – in 
North America, the two most significant players, Domtar and IP, have 
35% and 22% of market share, correspondingly. As the market continues 
to deteriorate, we should start seeing acquisition movement or market exits 
from companies that shut operations down or decide to convert capacity 
into niche products. This is a positive indicator for larger companies that 
there will be opportunities for consolidation. 
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BEK Pulp 
Technology also brought some upside to the industry. The so far booming 
e-commerce will continue to grow as one can see from Exhibit 18. 
Convenience food and consumer brands are creating a strong demand for 
other paper grades like packaging & board and tissue making them the 
growth drivers for the industry. The clear downturn in paper demand from 
printing and newsprint paper grades replaced by the upturn in packaging 
and tissue is seen in Exhibit 19. In turn, this has translated into a 
reasonably high and steady demand for Hardwood pulp of around 4.3% 
for the past five years which should not slow down in upcoming years 
with economic conditions looking favourable. 
 
 
 
 
 
 
 
Market pulp is a global commodity, and likewise, prices in all markets are 
heavily impacted by the demand from China, the most significant and 
fastest growing consumer of this commodity. In 2017, the Chinese 
government announced a ban on mixed waste paper imports and set a 
lower limit on impurities in imported recovered paper. Combined with 
stricter policies on import permits allowances resulting in four to five 
million tons of pulp fibre deficit in the Chinese market. Consequently, 
prices began to rise sharply, and soon enough European producers started 
moving tonnage to China creating a gap in Europe that after a few months 
also saw its pulp prices rising.  
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Planned capacity, at first sight, appears to soften the demand pressure, 
however, with expected closures of 910k tons just until 2019, not even 
considering the unexpected downtime, the outlook does not seem to 
improve in the short to medium-term. 
 
 
 
Tissue 
The outlook for tissue is very favourable on a global scale but differs 
regionally. Taking a look at the developed versus developing countries 
scenery for tissue consumption on Exhibit 22, we quickly see that the 
developing countries are lagging developed ones, even though they have 
grown a lot quicker for the past ten years, Exhibit23. This will continue to 
be the outlook moving forward as emerging markets see their middle-
income bracket increase considerably in the upcoming years generating 
new demand surges, and their consumption per capita approach values of 
developed areas. 
The European outlook, although not as favourable is still a positive one. 
Despite Eastern Europe countries presenting the highest growth rates 
surrounding 5% (2016-2021), volume wise only 4 show up in the list for 
the 10th highest volume growth countries, with Russia exceeding in some 
70k tonnes of the second place, France. The considerable volume growth 
together with new capacity all around Europe will apply some pressure on 
utilisation capacities, however, in the face of unplanned investments for 
2020 and 2021, utilisation capacities will then again rise and possibly 
reach the 90% level. 
 
 
  
“THE NAVIGATOR COMPANY” COMPANY REPORT 
 
 
 
  PAGE 11/30 
 
 
 
 
 
 
 
Competitive Positioning 
Location 
The company comparative advantages start by having its operations in 
the Iberian Peninsula, a place where Eucalyptus Globulus has 
environmental conditions ideal for its growth, seen by its higher 
concentration in the region.  
A significant input for the pulp manufacture is water, hence, mills 
located near water sources having access to an abundant and 
uninterrupted supply of it can gain the extra edge. In this context, a 
logistically wise positioning is of considerable importance as it is one of 
the reasons behind the closure of mills – e.g., recent closures of UPM – 
485k, and Stora Enso – 128k mills were mainly due poor geographical 
placement in regions with high risks of drought. Thus, NVG’s location 
in the peripheral area of Western Europe favours the reduced variable 
costs of transportation, water and wood sourcing. NVG has pursued a 
strategy of diversifying its means of transport to European destinations 
and across the globe, boosting the use of maritime transport and seeking 
to maximise rail freight between mills and ports, that decreased the 
transportations costs seen in Exhibit 27. 
In this sense, with the launch of M2 programme in 2015, Navigator 
aimed at reducing variable costs in 100€ million between 2015 and 
2019, which is having an impact on EBITDA margin. As the plans for 
higher operational effectiveness unfold, we see an upward trend in 
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EBITDA margin that should stabilise at 28% if we factor in the 
increased cost reductions planned until 2022.  
Production Process 
Being an integrated producer means there is no transportation cost from 
the pulp to the paper mill and the paste enters paper production still wet 
from the previous process – for this Navigator integrates around 80% of 
its annual 1.5 million tons pulp capacity, whereas producers buying 
pulp on the market have the additional energy and water costs of getting 
pulp into this stage again, by itself is already a significant advantage to 
non-integrated players as it can be seen by Exhibit 29.  Non-integrated 
producers have higher cash cost per ton produced since they must buy 
market pulp that is subject to market prices and exchange rates 
fluctuations. Integrated producers, despite not having the flexibility to 
change paper grades production like non-integrated do have significant 
cost advantages. It is not coincidental that around 75% of UWF 
capacity in Europe derives from integrated producers. Consequently, it 
is only natural that companies with higher production flexibility will be 
the first to abandon UWF paper production as margins shrink.  
Throughout the last five years, the company has managed to sustain 
higher operating rates than its peers. With an average utilisation rate of 
101%, the company is producing well above the 92% industry average. 
This is possible through the lower industrial age of its operating units, 
corroborated by one third of their production capacity resulting from 
expanding investments made in 2003, well after the gross capacity 
installation, occurred in Europe, as shown in Exhibit 31, and the market 
power to sustain consistently high order books. Combined with the 
largest UWF paper capacity in Europe, this places the company quite 
favourable to its peers. Getting into a more in-depth approach on 
production efficiency, we analyse the production costs for Navigator 
and its peers as seen in Exhibit 32. Having the lowest average of COGS 
per ton and average operating expenses per ton they prove its 
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operational cost efficiency compared to its peers. However, we bring 
the investor’s attention that these values include total production and 
not production exclusively from one segment. This matters since, for 
instance, a company specialising uniquely on the output of UWF might 
have a lower cost per ton. Notwithstanding, we still feel that an overall 
analysis always adds value to our conclusions. 
 
 
 
 
 
 
 
 
Brand Value 
We see an increased weight of marketing expenses on revenues.  This 
can be linked with the tissue segment, one that Navigator is new to, 
showing the company’s effort in assuring its brand does not go 
unnoticed. According to company’s report, they managed to secure new 
clients in France, UK and the Iberian Peninsula pointing to a successful 
strategy thus far.  
Besides the marketing contribution, the product in itself by is of 
superior quality. Navigator managed to achieve only one jammed paper 
per 10.000 printings whereas competitors account 5 for the same 
number of prints.  If one considers that each jammed paper can take up 
to 3 min to resolve, this translates into some considerable gains in 
productivity. Furthermore, it also has a better surface that results in 
better printing quality allowing, for the same toner, more printings as 
shown in Exhibit 34. Lastly, adding to the smoother surface, the paper 
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is also less abrasive which takes a smaller toll on the printing 
equipment prolonging its useful life. 
Financials 
The norm within PPI companies is to have high debt levels, to whom 
Navigator compares favourably. Even after this sizeable expansionary 
phase, Net Debt to Equity is expected to remain at 61%. 
The positioning of a company for future growth opportunities can have 
a breakdown by the relation between its EBITDA margin and its Net 
Debt/EBITDA ratio. This provides a general notion of the company's 
cash flow generation ability together with its financial health, which 
allows it to acquire debt at a smaller cost. Looking at Exhibit 36, we 
gain an idea on the positioning of several of Navigator's competitors on 
this set of principles. Among them we see the company ranking 
favourably with the second highest EBITDA margin and third lowest 
ratio which allows us to remain confident on the company's ability to 
take advantage of future opportunities, whether they come in the form 
of acquisitions or organic growth.  
 
 
 
 
 
 
 
 
It matters pointing out, that the global leader regarding revenues with 
the highest production capacity of around 23 million tons, International 
Paper, is within the financial restructuring bracket characterised by 
small margins and high debt levels. This comes as evidence that in the 
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face of a severe downturn of the sector, Navigator is well positioned to 
hold and possibly consolidate its position against its peers. 
DCF Valuation 
The valuation methodology in place is the Discounted Cash Flow 
Model, with the aggregation of the four core business segments - Paper, 
Pulp, Tissue and Energy. This method can be two-fold, the forecasted 
period and the continuing value. The latter is measured by the terminal 
growth rate that was only applied when a somewhat stable growth rate 
in the forecast period was attained. The WACC used to discount future 
cash flows is 5.15%. Finally, adding to the value of the four business 
segments we needed to add net non-operating assets, subtract Net Debt 
and Minority interests this way reaching Equity Value. Then, after 
dividing this value by the total number of shares outstanding, we 
achieve the share price target expected for December 2019. 
Paper   
We valued each segment by considering their value drivers. In the case 
of UWF paper, they happen to be product prices and % of utilisation 
rates. 
Attaining paper prices practised by the company requires knowing 
output sold and revenue generated out these units. Considering that 
revenue in this segment also comprehended sales of energy produced 
from the co-generation process, we first needed to clear these out of 
those unrelated sales. 
From this, we can also obtain the discount on the average prices which 
we hold constant since we have not observed it to change in previous 
years. This rigidity may sit on the company’s market power, product 
differentiation through superior quality and its margins through cheap, 
high-quality raw material. 
Paper prices quoted on FOEX A4 B-Copy, tend to follow strong 
upturns in Pulp prices quoted on FOEX BHKP, more strongly than they 
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do with downturns and that is why they cannot be regarded alone 
Exhibit 37. Especially true in the current market situation. The increase 
in pulp prices on the Chinese market in late 2017 has led to the rise of 
pulp prices in Europe, which, by being the primary input to produce any 
paper grade, resulted in higher paper prices. We reflect this on paper 
prices by holding them at the upper levels they are now and begin the 
ease-off after pulp prices do so until they reach pre-market upturn 
levels.  
Regarding quantities projections, we looked at past performances in 
recent years which have been close or even above the theoretical limit - 
a limit imposed at the installation point that can be surpassed by 
debottlenecking practices and small investments - by assuming these 
will be sustained in future. We firmly believe this is likely to continue 
considering the history of holding capacity utilisation above industry 
averages and its evolution concerning market share, pointing to a strong 
order book and reflecting the difference in industrial asset's age to the 
industry.  
Pulp  
Being the primary input for paper production implies that most of the 
paste produced by the company will be integrated with the paper 
production process. Therefore, we estimated how many tons of paste it 
takes to produce 1 of paper - approximately 0.7, and from this result 
most of this segment production. Additionally, Navigator also produces 
market pulp which is the revenue source for this segment, apart from 
co-generation to which we applied the same method as before. Despite 
expanding pulp capacity at Figueira da Foz, the projected amount 
allocated at market pulp production will not see significant changes as 
the increase in capacity size is mainly aimed at maintaining market pulp 
output while increasing tissue production.  
Price projections have into account the events occurred over the last 12 
months on a global scale that impacted the pulp sector. From politically 
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driven import bans to trade wars, the rise in pulp prices was sharp but 
has now stabilised as both markets and companies have reacted to these 
changes. In the absence of extraordinary new capacity coming online in 
the following years, we can expect with a certain degree of confidence 
that prices will remain high but will inevitably return to historical 
averages as the capacity expansion frenzy that occurs in the midst of 
high prices environment will flood the market with overcapacity. 
Tissue 
As we have seen in the industry overview, the 1.5% growth in Western 
Europe will be rather slow compared to 5% - 6% of Eastern Europe or 
Asia. Notwithstanding, WE is still the third largest tissue market in the 
world accounting for 18,3% of global consumption and with Navigator 
collecting clients in France, UK and the Iberian Peninsula, some of the 
largest markets where part of producers is non-integrated, the company 
seems to have the upper hand competitively, since so far 99% of the 
segment's revenue are from Iberia.  
 Furthermore, the recent capacity expansion will place the company has 
the 3rd largest tissue in the Iberian Peninsula, lagging only to SCA and 
Industrie Cartarie Tronchetti (ICT). In terms of total tonnage capacity, 
they will have one of the largest producing mills considering only 28% 
of all tissue machines  manufacture more than 55k tons and will be one 
of 3 integrated mills, allowing it to directly use its high-quality pulp as 
an input at production cost, avoiding the need to purchase market pulp. 
Regarding production volume, we estimate it to continue its growth 
trend, although not as strong as before considering the planned capacity 
expansion, and in the end to stabilise at the average utilisation rates for 
the industry. On prices, we estimated this to remain high as pulp prices 
will continue to apply pressure on margins all over the industry. 
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Energy 
Considering the production process of paper and pulp, producing 
energy comes as a natural source of cost reductions increased 
production efficiency by assuring continuing energy supply and even 
additional revenue with production surplus. Being the largest renewable 
energy producer in Portugal by producing 52% of all the energy 
generated from biomass, the company will continue to push for 
increased production in this energy source which we include in our 
estimates in Exhibit 42 as well the overall gradual increase in energy 
production. In 2012, through the Ministerial Order 140/2012, the 
company saw a tariff reduction for older cogeneration plants that make 
the distribution of energy to the grid no longer economically feasible 
and will gradually reduce its supply by 2020 and 2025. We include 
these planned reductions in our estimates by mirroring them in the 
decrease that already occurred in 2016. We collect the estimates for 
energy prices from the derivative contracts established until 2023 and 
assume these to remain unaltered after that considering its flattening 
trend which, combined with the reduction in output sold to the grid will 
gradually reduce the revenues for this segment. 
CAPEX 
This plan goes from 2018 to 2022 and includes the tissue expansion 
plan in Cacia from 65k to 130k, the pulp expansion at Figueira da Foz 
from 580k to 650k tons and finally, the forest plantation in 
Mozambique. Moreover, we are also assuming that the company is 
applying around 35€ million per year as maintenance CAPEX – 
approximately 2% of revenues, with the purpose of maintaining the 
efficiency of its industrial units.  
In turn, following these and other recent investment of expansionary 
character, we are starting to see these reflected on fixed asset turnover 
by increasing to 1.4 in 2017 from the 1.22 in 2016. This figure is 
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approaching the industry average, currently at 1.6.  According to our 
estimates, we see this figure reach a value of 1.76 in 2021.  
Profitability wise, company performance has been quite stable 
historically. In light of these new plans, we expect it to grow. Looking 
at 2022, we estimate an ROIC of 17.3%, in line with our increasing 
fixed asset turnover. 
Other companies are also taking advantages of the current supply 
shortage in China for pulp fibre by expanding capacities in the country. 
Stora Enso began the construction for a facility capable of producing up 
to 450k tons. On a related note, only this time in Europe, UPM has 
given the green light to a 100€ million pulp expansion plan mainly to 
targeted at heavy machinery. 
NWC 
Accounts receivable, inventory management and accounts payable are 
projected accordingly to sales and costs of goods sold. Historically, the 
number of days it takes to receive from clients, the average number of 
days for products in inventory and number of days it takes to pay to 
suppliers has been below the industry average, suggesting rigour and 
discipline in negotiating trade terms. Consequently, this makes the cash 
converting cycle to below industry costumes. In other words, the 
followed strategy will help Navigator achieving higher cash flows 
quickly in the future while reducing the likelihood of the company 
facing difficulties transforming its current assets into liquidity.  
WACC and Terminal Value  
By making use of the DCF, we need to discount all its future cash flows 
at an interest rate that reflects its capital structure. Therefore, we will 
have to determine the weighted average cost of capital – WACC, that 
has as inputs the cost of equity, the after-tax cost of debt, and the 
company’s target capital structure.  
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Firstly, to compute the cost of equity, we referred to the CAPM and 
used as input the yield on a 10-year German government bond as risk-
free, a market risk premium of 5.5% in line with consensus and a Beta 
that estimated according to comparable companies that share the same 
operational risk. For this, we determined the raw beta of every 
comparable by regressing each company’s stock return on 
EuroStoxx600 since most institutional shareholders are European 
based. In addition, since we are only interested in operational risk, we 
disregarded the financial risk by deleveraging each beta. We then 
average these and obtain an industry unlevered beta of 0.99. Setting a 
D/E ratio target of 61%, in the absence of the company reporting 
significant changes, keeping it in line with historical values, that 
resulted in a relevered beta of 1.08. From this, we obtained a cost of 
equity of 6.3%.  
The cost of debt is computed by subtracting the credit loss rate to the 
company's debt yield. This credit loss rate is the product of the 
probability of default by the loss given default. For this, we considered 
the outstanding bond with the longer maturity. Obtained cost of debt 
was 4.63%.  
Lastly, having all the inputs, the company’s cost of capital is 5.15%. 
The resulting long-term growth rate is 1.38%, that follows inflation 
expectations of 2% and real growth of -0.62%. Considering the 
assumption that capital markets eliminate any arbitrage from 
differences of inflation and currencies, by having revenues in euros we 
only account for inflation in the eurozone that is targeted at 2% for the 
long-run. Besides, our real growth rate is also a reasonably realistic 
representation of the deterioration the UWF paper is facing. Although 
not as high as the recent declining CAGR, the flattening cash cost curve 
means market consolidation will take more time to occur. For this 
reason, we consider the market to still be in decline, only not as fast. 
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Relative Valuation 
The purpose of this valuation method was to help to test the plausibility 
of cash flow forecasts, explain mismatches between a company’s 
performance and those of its competitors, while also pointing out which 
companies the markets are perceiving to hold more significant value. 
Thus, because the multiples use a projection (FY19E), rather than the 
last year's reported figure (FY18), it is called a forward multiple. Using 
forward-looking multiples is consistent with the principles of valuation, 
that a company's value equals the present value of future cash flow. For 
this matter, we use our projections for Navigator's metrics and used 
consensus projections on comparables EV/EBITDA, EV/Sales and P/E 
multiples. However, it is important to mention that this is a relative 
valuation, and each peer has their capital and cost structure that can 
distort their multiples. Through this methodology, it yielded a company 
value ranging from 5,06€ and 6,32€ based on the median of the ratios 
above.  
Sensitivity Analysis    
Interest rate 
With the Terminal Value weighting 79% on our valuation and by 
feeling our growth rate will remain stable for the future, we conducted 
this analysis on the WACC, which we think will suffer some changes in 
the future. 
At this point, we complete our study by presenting variations on two 
variables that reflect our view on how these might behave differently in 
the future and cause significant changes to the company's price target. 
Monetary policies implemented for the crisis-era with the goal of 
injecting liquidity into economies has led to artificially low-interest 
rates that do not account for the inherent risk of its underlying asset. 
Corroborating this idea is the fact that, as both the ECB and BoE are 
preparing to stop this bond-buying programmes, there is a rise in 
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derivates purchases to hedge against floating interest rates. It would be 
counter-productive to buy these instruments with close to zero 
movements in interest rates, as it has been the case.   Furthermore, if 
one goes back to pre-crisis years, interest rates were well above the 
current reality as what can be considered the norm to maintain the 
inflation at around the 2% target. We might not see interest rates of 3% 
to 4% as we once saw, and the QE reversing might still take a while to 
be reversed in Europe given ECB acted more cautiously than the Fed 
considering the heterogeneous collection of countries within the Euro 
Area, but we believe that at some point this rise is a natural outcome 
from the reversing QE process and it is with this in mind that we have 
decided to create a sensitivity analysis showing investors what can be 
the valuation the markets are perceiving by not being myopic or short-
sighted into present yields. This analysis will make the interest rate vary 
between the last 5, 10 and 15 years yields of the 10y German Bond. We 
constructed the table in a way so that it is clear where the interest rates 
are causing an effect. From Exhibit 52, we can see that if interest rates 
increase then WACC also increases considerably and that reflects 
strongly on target prices. We can see this as being one of the reasons 
why market valuations are below ours since they do not make use of 
spot interest rates. Otherwise, it would force them to be continually 
updating their models.   
PIX A4 B-Copy 
Although historically paper prices do not present high levels of 
volatility, when putting together a forecast there are always factors that 
can go unnoticed or assumptions that are too high or too low to what 
might happen in reality. It is with this in mind that we present a 
variation of paper prices, Navigator's primary source of revenue. 
Variations of 2,5% to 5% above or below appear reasonable since the 
market can adjust faster than we expect to the pulp shortages in China 
or can be that more than expected closures happen as it has been the 
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case in the past. Intensifying the fibre shortage and pushing prices 
further up. 
From Exhibit 53 we see that target price does not react immensely with 
considerable changes in the paper prices index, something we did not 
anticipate. We can also see that the model is more sensitive to positive 
than negative ones. 
Investment Risks 
Forestry Fires & Raw Materials 
Considering the company dependency on the continued supply of raw 
materials to maintain production, having forest fires threatening the 
sustainability of eucalyptus deliveries creates a production risk. Being 
Portugal a country whose temperatures can reach up to 45 degrees 
Celsius in certain areas, this is a risk to consider. In 2017, it was 
registered over 400k hectares of burned area, by far the largest affected 
area in Europe, having a negative impact of 7€ million, reflected in the 
accounts under biological assets.  
It is with this in mind that measures to reduce the likelihood of fires 
occurrence, minimising exposure and mitigating risk are being taken 
and already count with an investment of 3.4€ million euros. 
Given that Navigator is a net producer of pulp and still manages to sell 
it to the market, pulp rises will not be considered a risk. However, the 
company is a net buyer of eucalyptus wood and supply for this good is 
inelastic. Consequently, sudden increases in demand will make the 
price of this good to increase. Relating to this is point, is the good's 
susceptibility to forest fires which can reduce its availability. Moreover, 
chemical prices also constitute a risk since their weight in pulp 
production cannot be disregarded. In consequence of the high risk for 
fires eucalyptus poses, in years where these happen the government is 
considerably stricter in allowing replanting or conceding new area to 
plant this tree. Being a net buyer of this good, it has direct 
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consequences to the company since it prevents them from growing their 
forestry base having to rely on more expensive imported ones. 
Regulatory Risk  
In August of 2018, the US Department for Commerce notified the 
company that it would have to pay a tax duty of 37.34% on sales 
celebrated since that date onwards replacing the 7.8%, this would later 
be revised to 1,75%. Navigator was not alone as other companies also 
suffered similar imposed tariffs and some even bigger.  The US 
commerce department argued to be a protectionist measure to their 
markets from the below regular discounts prices these companies were 
practising. On the other hand, the harmed side argued that in the face of 
several capacity closures in recent years of a matured and in some part, 
technologically outdated paper market, they intended to prevent a sharp 
increase of imports. In our view, this qualifies as a risk given the 
uncertainty on future tariffs with the paper market in the country in 
continued decline. The final balance of this measure is still negative in 
$3 million in EBITDA and $2 million for net profit for the current year. 
Exchange Rate 
The presence in international markets creates a natural exposure to 
currency risk. However, only one is considered as having a significant 
impact on the company's profitability. Besides selling to the United 
States, the company also buys wood and other goods that are 
denominated in dollars to a total exposure of around 33% of revenues. 
In 2018 EUR/USD rose from 1.135 to 1.1943, a dollar devaluation of 
5.22%   resulting in an estimated loss of €23.786M in EBITDA. 
Despite the company's effort to hedge against this risk by having 
several open positions in derivatives instruments, there is still a high 
level of exposure to which the company is defenceless. With a 
flattening yield curve, financial markets on recent years lows and a 
forward curve that is showing a continued weakening of the dollar, we 
do not expect this risk to be mitigated any time soon. 
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Final Considerations 
After strong capital investment in recent years, the company will now 
enter a stage of high cash flow generation. This continued expansion 
led the improved operational performance with EBITDA rising from 
€400M in 2017 to €450M in 2018. That translated into margins terms 
means an increase of 2%. Moreover, the company has aa history of 
paying high dividends and considering the leverage levels of its major 
shareholder this should not change any time soon. On top of this, with a 
Net Debt to EBITDA ratio of 1.2 the company presents healthy debt 
levels that should not cause discomfort to investors. Lastly, recent 
development in the pulp and paper industry shows encouraging signs 
that the the company will be able to outlast its less efficient competitors 
and is in it for the long run on the printing paper. Combined with a 
successful diversification strategy in the tissue segment, management 
appeared to have got it right this time. 
In sum and considering year-end global events that affected equities all-
around the world, we see The Navigator Company’s stock as an 
attractive opportunity at an even more attractive price. Compared to 
consensus, our estimates are slightly above but still pointing to the same 
conclusion of a strong buy. 
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Appendix  
Income Statement 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Core Business - Amounts in millions 2017 2018E 2019F 2020F 2021F 2022F
Operating Revenues 1.636.834 €            1.703.868 €                 1.737.225 €       1.740.105 €                 1.748.948 €                 1.734.589 €                 
UWF Paper 1.328.554 €            1.388.757 €                 1.405.456 €       1.419.510 €                 1.433.706 €                 1.426.537 €                 
Pulp Market 204.919 €               215.955 €                    219.907 €          202.355 €                    186.979 €                    173.419 €                    
Tissue 74.386 €                 77.890 €                      89.760 €            100.129 €                    111.696 €                    118.950 €                    
Others 763.500 €               820.303 €                    852.567 €          698.583 €                    639.038 €                    604.945 €                    
Eliminations / Unallocated 734.524 €-               799.037 €-                    830.464 €-          680.472 €-                    622.471 €-                    589.262 €-                    
Other Operating Income 30.027 €                 34.511 €                      35.187 €            35.245 €                      35.424 €                      35.133 €                      
Change in the fair value of Biological Assets 3.784 €                   3.784 €                        3.784 €              3.784 €                        3.784 €                        3.784 €                        
Cost of Sales 1.085.233 €-            1.104.708 €-                 1.113.606 €-       1.109.078 €-                 1.111.510 €-                 1.100.796 €-                 
Gross Margin 585.412 €               637.455 €                    662.589 €          670.057 €                    676.646 €                    672.711 €                    
 Operating Expenses
SG&A 25.529 €-                 22.356 €-                      22.736 €-            22.774 €-                      22.889 €-                      22.701 €-                      
Labor & Related Expense 156.045 €-               160.166 €-                    162.691 €-          162.961 €-                    163.789 €-                    162.444 €-                    
Provisions 4.085 €-                   6.649 €-                        6.779 €-              6.790 €-                        6.825 €-                        6.769 €-                        
Total Operating Expenses 185.659 €-               189.171 €-                    192.206 €-          192.525 €-                    193.503 €-                    191.915 €-                    
EBITDA 399.754 €               448.284 €                    470.383 €          477.532 €                    483.143 €                    480.796 €                    
Total Depreciation and Amortization 144.704 €-               131.197 €-                    134.828 €-          131.510 €-                    125.172 €-                    117.644 €-                    
EBIT = Operating Income 255.050 €               317.088 €                    335.555 €          346.021 €                    357.971 €                    363.152 €                    
Pellets USA Investment 48.763 €                      
Operating Taxes 41.684 €-                 58.613 €-                      61.742 €-            63.668 €-                      65.867 €-                      66.820 €-                      
NOPLAT 213.366 €               258.475 €                    273.813 €          282.353 €                    292.104 €                    296.332 €                    
Non Core
Interest Earned on Investments 1.707 €                   2.099 €                        2.099 €              2.099 €                        2.099 €                        2.099 €                        
Compensatory Interest 1.549 €                   3.024 €                        3.024 €              3.024 €                        3.024 €                        3.024 €                        
Result before interest taxes 3.255 €                   5.123 €                        5.123 €              5.123 €                        5.123 €                        5.123 €                        
Taxes on Interest 960 €-                      1.511 €-                        1.511 €-              1.511 €-                        1.511 €-                        1.511 €-                        
Other Comprehensive Income (Fair value in derivative financial instruments, Currency translation differences, Tax on items above when applicable, Tax on conventional capital remuneration)5.249 €-                   
Other Comprehensive Income (Share of other comprehensive income of associates, Actuarial gains / losses, Tax on items above when applicable)947 €                    
Non Core Result 2.006 €-                   3.612 €                        3.612 €              3.612 €                        3.612 €                        3.612 €                        
Financing
Interest paid on borrowings 10.374 €-                 15.334 €-                      10.738 €-            8.869 €-                        7.552 €-                        5.148 €-                        
Repayment of bond financing
Exchange rate differences 3.858 €-                   3.858 €-                        3.858 €-              3.858 €-                        3.858 €-                        3.858 €-                        
Gains / Losses on financial instruments trading 3.772 €                   3.772 €                        3.772 €              3.772 €                        3.772 €                        3.772 €                        
Gains / Losses on financial instruments hedging 2.810 €                   2.810 €                        2.810 €              2.810 €                        2.810 €                        2.810 €                        
Guarantees and bank charges 3.260 €-                   3.260 €-                        3.260 €-              3.260 €-                        3.260 €-                        3.260 €-                        
Other financial income / expenses 42 €-                        42 €-                             42 €-                   42 €-                             42 €-                             42 €-                             
Tax Shield 3.060 €                   4.523 €                        3.168 €              2.616 €                        2.228 €                        1.519 €                        
Non controlling Interest 1 €                          
Financial Result 7.890 €-                   11.388 €-                      8.148 €-              6.831 €-                        5.902 €-                        4.207 €-                        
Result 203.469 €               250.698 €                    269.276 €          279.134 €                    289.814 €                    295.737 €                    
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Balance Sheet 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Free-Cash-Flow 
 
 
 
 
 
 
Core Business 2017 2018E 2019F 2020F 2021F 2022F
EBIT 255.050 €               317.088 €                335.555 €                346.021 €                357.971 €               363.152 €                 
Notional taxes 41.684 €-                 58.613 €-                  61.742 €-                  63.668 €-                  65.867 €-                 66.820 €-                   
Adjustements taxes
NOPLAT 213.366 €               258.475 €                273.813 €                282.353 €                292.104 €               296.332 €                 
D&A 144.704 €               131.197 €                134.828 €                131.510 €                125.172 €               117.644 €                 
Operational Cash Flow 358.070 €               389.672 €                408.641 €                413.864 €                417.276 €               413.976 €                 
Net CAPEX 20.850 €-                 148.762 €-                107.627 €-                76.802 €-                  61.574 €-                 61.217 €-                   
∆ NWC 1.756 €                   31.159 €-                  7.200 €-                    1.428 €                    1.949 €-                   926 €                        
∆ Other Assets 3.784 €-                   
∆ Other Liabilities 19.347 €-                 26.665 €                  1.403 €                    6.100 €-                    4.509 €                   1.276 €-                     
Investment Cash Flow 42.225 €-                 153.256 €-                113.424 €-                81.475 €-                  59.014 €-                 61.566 €-                   
Invested Capital 1.831.585 €            1.853.645 €             1.832.240 €             1.782.205 €             1.716.047 €            1.659.970 €              
Unlevered Operational FCF 315.845 €               236.416 €                295.217 €                332.389 €                358.262 €               352.409 €                 
Non-Core Business
Non Core Result 2.006 €-                   3.612 €                    3.612 €                    3.612 €                    3.612 €                   3.612 €                     
Invested Capital 83.848 €                 2.389 €-                    2.389 €-                    2.389 €-                    2.389 €-                   2.389 €-                     
Investment Cash Flow 105.999 €-               86.237 €                  -  €                        -  €                        -  €                       -  €                        
Non-Operational FCF 108.005 €-               89.849 €                  3.612 €                    3.612 €                    3.612 €                   3.612 €                     
Total Free Cash Flow 207.839 €               326.264 €                298.829 €                336.000 €                361.873 €               356.021 €                 
Financial
Financial Result 10.951 €-                 15.912 €-                  11.316 €-                  9.447 €-                    8.130 €-                   5.725 €-                     
Tax Shield 3.060 €                   4.523 €                    3.168 €                    2.616 €                    2.228 €                   1.519 €                     
Financial Assets 730.974 €-               629.191 €-                567.395 €-                475.490 €-                365.860 €-               265.422 €-                 
∆ Net Debt 50.058 €                 101.783 €-                61.796 €-                  91.906 €-                  109.630 €-               100.438 €-                 
∆ Equity in Cash (Transactions with Shareholders) 250.007 €-               213.093 €-                228.885 €-                237.264 €-                246.342 €-               251.376 €-                 
Financial Free Cash Flow 207.839 €-               326.264 €-                298.829 €-                336.000 €-                361.873 €-               356.021 €-                 
Core Business - Amounts in millions 2017 2018E 2019F 2020F 2021F 2022F
Operating Assets
Operating Cash 32.737 €            34.077 €            34.744 €            34.802 €            34.979 €            34.692 €            
Plant, Property and Equipment 1.171.125 €       1.188.690 €       1.161.489 €       1.106.781 €       1.043.184 €       986.757 €          
Biological Assets 129.397 €          129.397 €          129.397 €          129.397 €          129.397 €          129.397 €          
Inventories 187.796 €          207.425 €          209.096 €          208.246 €          208.702 €          206.691 €          
Receivables 237.704 €          240.542 €          247.435 €          245.766 €          247.637 €          246.564 €          
Goodwill 377.339 €          377.339 €          377.339 €          377.339 €          377.339 €          377.339 €          
Total Operating Assets 2.136.098 €       2.177.471 €       2.159.501 €       2.102.332 €       2.041.238 €       1.981.439 €       
Operating Liabilities
Payables and other Current Liabilities 259.510 €-          252.159 €-          254.190 €-          253.157 €-          253.712 €-          251.266 €-          
Other non-current liabilities 25.466 €-            33.054 €-            33.701 €-            33.757 €-            33.929 €-            33.650 €-            
Total other non-current liabilities 25.466 €-            33.054 €-            33.701 €-            33.757 €-            33.929 €-            33.650 €-            
Provisions 19.537 €-            38.613 €-            39.369 €-            33.213 €-            37.550 €-            36.553 €-            
Total Operating Liabilities 304.513 €-          323.827 €-          327.261 €-          320.127 €-          325.191 €-          321.469 €-          
Net Core Business 1.831.585 €       1.853.645 €       1.832.240 €       1.782.205 €       1.716.047 €       1.659.970 €       
Non-Core Business
Total Non-Core Assets 210.443 €          124.206 €          124.206 €          124.206 €          124.206 €          124.206 €          
Total Non-Core Liabilities 126.595 €-          126.595 €-          126.595 €-          126.595 €-          126.595 €-          126.595 €-          
Net Non-Core Business 83.848 €            2.389 €-              2.389 €-              2.389 €-              2.389 €-              2.389 €-              
Financials 
Excess cash 92.594 €            -  €                 -  €                 -  €                 -  €                 -  €                 
Available-for-sale Assets -  €                 -  €                 -  €                 -  €                 -  €                 -  €                 
Total Financial Assets 92.594 €            -  €                 -  €                 -  €                 -  €                 -  €                 
Liability for defined benefits 5.090 €-              3.190 €-              3.835 €-              2.854 €-              2.174 €-              1.653 €-              
Short-term obligations 150.206 €-          70.382 €-            74.073 €-            67.311 €-            46.809 €-            35.371 €-            
Long-term obligations 667.852 €-          555.199 €-          489.067 €-          404.905 €-          316.458 €-          227.978 €-          
Total Financial Liabilities 823.148 €-          628.771 €-          566.975 €-          475.070 €-          365.440 €-          265.002 €-          
Minority Interests or Non-controlling interests 420 €-                 420 €-                 420 €-                 420 €-                 420 €-                 420 €-                 
Net Financial Assets 730.974 €-          629.191 €-          567.395 €-          475.490 €-          365.860 €-          265.422 €-          
Total Equity 1.184.459 €       1.222.064 €       1.262.456 €       1.304.326 €       1.347.798 €       1.392.158 €       
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Disclosures and Disclaimers 
 
 Report  Recommendations 
Buy Expected total return (including expected capital gains and expected dividend yield) of more 
than 10% over a 12-month period. 
Hold Expected total return (including expected capital gains and expected dividend yield) between 
0% and 10% over a 12-month period. 
Sell Expected negative total return (including expected capital gains and expected dividend yield) 
over a 12-month period. 
 
 
This report was prepared by Rúben Felício and Tomás Machado, a Master in Finance students of Nova School of Business 
and Economics (“Nova SBE”), within the context of the Field Lab – Equity Research. 
This report is issued and published exclusively for academic purposes, namely for academic evaluation and master 
graduation purposes, within the context of said Field Lab – Equity Research. It is not to be construed as an offer or a 
solicitation of an offer to buy or sell any security or financial instrument. 
This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who revised the 
valuation methodology and the financial model. 
Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE understanding that 
Nova SBE, the author, the present report and its publishing, are excluded from the persons and activities requiring previous 
registration from local regulatory authorities. As such, Nova SBE, its faculty and the author of this report have not sought 
or obtained registration with or certification as financial analyst by any local regulator, in any jurisdiction. In Portugal, 
neither the author of this report nor his/her academic supervisor is registered with or qualified under COMISSÃO DO 
MERCADO DE VALORES MOBILIÁRIOS (“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No 
approval for publication or distribution of this report was required and/or obtained from any local authority, given the 
exclusive academic nature of the report. 
The additional disclaimers also apply: 
USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the author of this 
report are to be qualified as an investment adviser and, thus, registration with the Securities and Exchange Commission 
(“SEC”, United States of America’s securities market authority) is not necessary. Neither the author nor Nova SBE receive 
any compensation of any kind for the preparation of the reports. 
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading Act), this entity 
is not required to register with or otherwise notify the Bundesanstalt für Finanzdienstleistungsaufsicht (“BaFin”, the 
German Federal Financial Supervisory Authority). It should be noted that Nova SBE is a fully-owned state university and 
there is no relation between the student’s equity reports and any fund raising programme. 
UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be a regulated 
activity, it must be carried on “by way of business”. All regulated activities are subject to prior authorization by the 
Financial Conduct Authority (“FCA”). However, this report serves an exclusively academic purpose and, as such, was not 
prepared by way of business. The author - a Master’s student - is the sole and exclusive responsible for the information, 
estimates and forecasts contained herein, and for the opinions expressed, which exclusively reflect his/her own judgment 
at the date of the report. Nova SBE and its faculty have no single and formal position in relation to the most appropriate 
valuation method, estimates or projections used in the report and may not be held liable by the author’s choice of the latter. 
The information contained in this report was compiled by students from public sources believed to be reliable, but Nova 
SBE, its faculty, or the students make no representation that it is accurate or complete, and accept no liability whatsoever 
for any direct or indirect loss resulting from the use of this report or of its content. 
Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering and/or suspend 
the coverage of any listed company, at any time, without prior notice. The students or Nova SBE are not responsible for 
updating this report, and the opinions and recommendations expressed herein may change without further notice. 
The target company or security of this report may be simultaneously covered by more than one student. Because each 
student is free to choose the valuation method, and make his/her own assumptions and estimates, the resulting projections, 
price target and recommendations may differ widely, even when referring to the same security. Moreover, changing market 
conditions and/or changing subjective opinions may lead to significantly different valuation results. Other students’ 
opinions, estimates and recommendations, as well as the advisor and other faculty members’ opinions may be inconsistent 
with the views expressed in this report. Any recipient of this report should understand that statements regarding future 
prospects and performance are, by nature, subjective, and may be fallible. 
This report does not necessarily mention and/or analyze all possible risks arising from the investment in the target company 
and/or security, namely the possible exchange rate risk resulting from the security being denominated in a currency either 
than the investor’s currency, among many other risks. 
The purpose of publishing this report is merely academic and it is not intended for distribution among private investors. 
The information and opinions expressed in this report are not intended to be available to any person other than Portuguese 
natural or legal persons or persons domiciled in Portugal. While preparing this report, students did not have in 
consideration the specific investment objectives, financial situation or particular needs of any specific person. Investors 
should seek financial advice regarding the appropriateness of investing in any security, namely in the security covered by 
this report. 
The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion about the 
target company and its securities. He/ She has not received or been promised any direct or indirect compensation for 
expressing the opinions or recommendation included in this report. 
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website or in Bloomberg Professional, for academic purposes such as its distribution among faculty members for students’ 
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Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and companies, through 
donations, or indirectly by hiring educational programs, among other possibilities. Thus, Nova SBE may have received 
compensation from the target company during the last 12 months, related to its fundraising programs, or indirectly through 
the sale of educational, consulting or research services. Nevertheless, no compensation eventually received by Nova SBE 
is in any way related to or dependent on the opinions expressed in this report. The Nova School of Business and Economics 
does not deal for or otherwise offer any investment or intermediation services to market counterparties, private or 
intermediate customers. 
This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous consent of 
its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE may decide to suspend 
this report reproduction or distribution without further notice. Neither this document nor any copy of it may be taken, 
transmitted or distributed, directly or indirectly, in any country either than Portugal or to any resident outside this country. 
The dissemination of this document other than in Portugal or to Portuguese citizens is therefore prohibited and unlawful. 
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Broadening Horizons – A scenario analysis 
The move into Mozambique has mainly to do with expanding Navigator’s business to 
the Asian market, one that is enjoying a buoyant economic growth and a yet to mature 
paper and pulp industries. The project, divided into two phases, is now on its way to the 
end of the 1st one which consists of the plantation of 40k ha of forestry and a yet to 
build woodchips production unit. So far, only 13k ha of forestry have been planted. The 
second phase comprehends an additional forestry area of 120,000 ha and the 
construction of a large pulp mill with an annual production capacity of 1.5 million tons. 
Investment allocated to the projects sits at $260 million and can reach up to $2.5 billion 
if we consider the $2.24 billion projected cost for the last phase. 
The project is considered to have a humanitarian side to it, due to the development it 
will provide to the region in the form of education, social and agricultural aid and most 
importantly, the infrastructure development that will have to happen in that area for 
which is hoped investment from institutions like the World Bank. For now, the 
company reported that the green light for the second phase of the project would rely on 
getting this investment partnership sealed. 
Naturally, the project can be considered a real-option from the forestry base in the 
country. Establishing a running operation in another country, especially a developing 
one creates a series of synergies that work in favour of a smoother transition process of 
such a large project like the pulp production mill Navigator is planning. By the time of 
the 2nd phase, there will be a stable connection with the regional population, supply lines 
and ensured infrastructure, production permits and overall knowledge of the area and 
possible production threats.  
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Not only this, but there is also the possibility of exporting to new markets, whether this 
might be the current on pulp-shortage Asian market or the African one. Mozambique is 
a country that is in its very early stages as it still battles with high levels of poverty, 
unemployment and sluggish growth but even so, with close to a 1 billion in population 
and just 0.6kg of tissue consumption per capita, has incredible upside potential for a 
company to establish itself and make its brand known. This shallow level of tissue 
consumption is also representative of all paper grades. 
There are several indicators representative of the underdevelopment of the T&T 
industry in Africa. The most significant ones are machine speed and trims in which we 
quickly see that the 1800 meters pm and 10,4 metres on trim of operating units in 
Portugal compared to the average 400-1500 meters pm and 2,5 metres of the most 
advanced machines in Africa signal the apparent lag of the sector. With poor 
infrastructure and still high energy costs, the continent is unable to take advantage of its 
low raw materials costs and export to other areas, and with very low private 
consumption, it is only natural that the growth trend is minimal. 
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The economic side of the equation is one that cannot be disregarded considering the 
country in question. 
Economic stance 
Geographically, the country is close to the southern African and more developed 
markets, it has broad access to the sea and holds a significant array of natural resources 
like energy, mines, agriculture, forestry and fishing. However, ranking 138th  out of 190 
in 2018 Doing Business by World Bank poses a severe warning sign. The country lacks 
suitable transport and port infrastructure which limits the export potential. It has 
troublesome climatic conditions with frequent flooding and deals with a fragile political 
stance, with the two most powerful political factions taking matters out of parliament 
and onto the ground in the form of a guerrilla war. With continuingly high inflation and 
corruption, there is also a growing social discontent that worsens the political stability 
or lack thereof. Although growth is expected to be faster in 2019, a high public debt-to-
GDP of 125.6% in 2018 will continue to apply pressure on funding needs that will take 
priority over infrastructure projects and prevent the country from attracting the 
significant foreign investment to keep its development process.  
 
Scenario Analysis 
In an attempt to place numbers on such project and provide quantitative support to our 
commentary on it, we have decided to conduct a scenario analysis that even being 
simplistic adds another sense and completeness to our work.  
Starting by establishing the value drivers, we constructed the valuation around them. As 
in the valuation process for the company as a whole, we considered the drivers to be 
production capacity, total output and quantities sold as well as prices at which these are 
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sold - pulp prices projected in the company’s valuation at the time the production 
started, 2027. Manufacturing tends to begin around 24 months after construction and the 
learning curve is about 12 months which is the time it takes to reach high levels of 
production capacity. We assume that Navigator would manage to secure a client’s 
portfolio and build an order book by the time construction ends so that production can 
reach its full potential. Reports from the company state that the project is expected to 
cost around €1.7 billion and since it is a capital-intensive industry, we assumed that 
85% of it is to be allocated towards plant & equipment since this was the same Fibria 
reported for their Horizonte 2 project. In the absence of other expansion projects that 
share the characteristics of Mozambique’s, one with proximity to high productive 
forestry, we assumed Fibria’s plan to be a reasonable proxy. On the profitability side, 
we considered a higher EBITDA margin of 35% compared the current 28% project for 
the company at the time, given the low-cost raw materials advantage that producing in 
Mozambique brings. To reach a cash-flow, we used a starting reinvestment rate of 60% 
with similar behaviour as the one in the company’s valuation model, one that is 
considerably high in the first years of an expansion project but that eventually 
normalises. The cash flows are discounted at a WACC of 13.93%. One that is relatively 
high considering the increased systematic risk compared to the one Navigator faces in 
Portugal due to the country’s political uncertainty which we proxy with Damodaran’s 
estimates for the country in the absence of outstanding government bonds. 
Given all this, we reached an NPV of -424.355M. However, this does not mean the 
company has to disregard the project altogether. Management must first recognise the 
real-option value embedded in increasing operations in the country from the forestry & 
woodchips to pulp production, like broadening the client’s portfolio and brand 
THE NAVIGATOR COMPANY                                                                          INDIVIDUAL REPORT   
  
 
2018/2019  Work Project Thesis  Rúben Felício  
 
recognition for future opportunities, something that NPV cannot value. Some factors the 
company has playing in its favour are the access to cheap land offered by the 
Mozambique government to bring investment into the area as well as the reduced costs 
and high yield from raw material. On the other hand, there are also some challenges and 
barriers to face. At the beginning of the project the government assured adequate 
infrastructure such as roads, bridges, access to energy and ports that had to be complied 
with.  
Conclusion 
For now, the investment prospect is not looking very promising. The country continues 
to deal with political instability and corruption that has led to the inability in developing 
the infrastructure Navigator placed as the focal point in the agreement with the 
government. The window of opportunity for pulp expansion is not a very long one as 
more companies are opening capacity and moving to Asia and prices will contract 
eventually. The pulp & paper industry is yet to jump-start in the African continent and 
should remain asleep as the continent still suffers from high unemployment rates, 
sluggish growth, weak currency, high levels of political instability and corruption which 
delay the rise in the living standards of the population. 
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Asian Outlook 
Following its mission of becoming a global enterprise, Navigator (NVG) is currently 
participating in an expansion project by building an industrial unit in Mozambique. 
Successful implementation of the operations will allow NVG to enter into new markets 
extending its international reach. The primary targets are the Asian markets, particularly 
China, which has been the growth driver for the commodities market demand and in 
being so, we intend with this report to present a detailed analysis of why China is an 
attractive market for Navigator as well as enlighten the reader into how the prices 
reached the current high levels.  
Despite the negative toll digitalisation had on the paper industry for developed areas 
like Western Europe or North America, the same cannot be said about developing 
countries, as this is now one the key drivers pushing the pulp and paper industry. 
Information technology is not expected to play such an adverse effect on paperboard 
consumption as it had on newsprint and graphic paper, in the sense that as e-commerce 
flourishes, the need for packaging also increases.  
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China Effect 
There are two possible ways a market can be disrupted, a shock in demand or a shock in 
supply.  
Let us start by looking at the demand side. In 2017,  market pulp consumption in China 
reached 21 million tons – approximately 1/3 of world consumption. This demand is 
mostly driven by economic growth, economic progress and living standards and 
digitalisation levels. 
The most significant factor in recent years has been the effect of economic progress in 
the country that is turning China into a consumer's economy. After years of double-digit 
growth, we can now see its outcome in the form of a massive demographic change were 
an estimated 76% of the urban population is to be dubbed as middle-class by 2022. As if 
this was not impressive in itself, the definition of middle-class for the country is also 
changing, from $9,000-$16,000 to $16,000-$34,000 in annual income, the change in 
purchasing power is becoming (will become) considerably larger. Adding to this, the 
new consumption-oriented generation that combined with a low household debt-to-GDP 
of 40% is leading to a projected 9% consumption growth. From the increased reliance 
on online purchases together with the defining traits of a consumer’s economy on tissue 
and sanitary products, healthy food package, high-quality packaging for cosmetic, 
pharmaceutical, electronics, clothing, etc., we see that the paper and pulp industry has 
already started to be largely affected by this, and will continue to, which is the reason 
why we can see an assured future for the industry as the forecast in Exhibit 2 
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depicts. All this results in a lower but still high projected growth of around 5.5% a year 
as seen in Exhibit 3.  
 
Although there is a rising demand, this does not qualify as a shock: it arrived from the 
supply side and it can be disassembled into three main points. In 2017, the Chinese 
government announced a ban on unsorted mixed recovered paper that represents around 
5% of the total Chinese fibre consumption. Also, the government also imposed tighter 
regulation on imported recovered paper by decreasing the impurities threshold from 
1,5% to 0.5% leading to some suppliers reluctance in exporting to China out of fear that 
their shipments would get rejected. Furthermore, there was also a contraction in the 
number of distributed import permits, granted more exclusively to the larger, more 
modern mills. This dramatic change was fueled by the Government effort to decrease 
pollution and increase people's health.  In addition, there was an increase in unexpected 
downtime at several large market pulp producers ranging from 1 to 1.5 million tons.  
This caused a severe decline in the consumption of recovered paper which created a 
shortage of pulp fibre that is, in part, being replaced by BHKP pulp. 
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European producers have naturally been 
paying attention and moved tonnage more 
heavily to China as prices rose. In 
consequence, the shortage opened in Europe that later created an increase of pulp prices 
and, consequently, of all paper grades. 
Still, on market shocks, trade wars are also a great destabilising agent. A trade war 
between the US and China has reached the P&P industry contributing to the worsening 
of the described above scenario. Nevertheless, tensions have been on a low-end for now. 
For this and for the supply-demand equilibrium on pulp fibre we are seeing, for the six-
straight month, constant pulp prices – Exhibit 6. 
 
Timing 
Markets like North America and Europe have remained at an equilibrium point 
regarding this industry. Facing tightening margins, larger players in the industry are 
pursuing new endeavours to strategically expand their businesses, whether it might be 
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by moving into different geographies or entering new segments, e.g. tissue or 
carton/paperboard in the hope of gaining some market share. 
This is a strategy already being considered by one Navigator’s competitor – Stora Enso 
- that if followed by many can reduce the company share of the spoils from the project. 
 
 
Conclusion 
In short, the outlook for China is hugely positive for paper and pulp producers as 
demand will be growing at a solid pace and supply appears to have stabilised. However, 
in a current scenario of historically high prices, there will be a growing trend of new 
capacities that will flood the market with supply making prices to normalise, and 
margins will be explored up to a point where is no longer profitable to expand or move 
capacity to the region. In the meantime, Navigator has some options in its hand. As the 
demand for pulp will continue to rise, so will be the demand of woodchips as well as 
market pulp and tissue - driver for the pulp demand. 
Consequently, in a scenario where it is not feasible to reach the end of its planned 
Mozambique project, the company can settle by an overall forestry base of 160 
thousand hectares of eucalyptus and export around 1 million tons of woodchips a year – 
the company reported annual capacity for a woodchip's unit in the site. If conditions do 
unfold that allow for a profitable 2nd phase, then the company also faces the possibility 
of exporting pulp and take advantage of the booming Chinese pulp market. And finally, 
in the utopic case market conditions allows for a Tissue expansion, by means of 
acquisition or any other, in the near future, then we believe there will be market share 
there for the taking as the market consolidates. 
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